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Data included in the comment letter submitted by Charles Schwab & Co. shows a
steady increase in sweep deposits at its affiliated bank and supports the position that such
deposits are stable. Data included in the comment letter submitted by Promontory
Interfinancial Network, LL.C, demonstrates similar stability with deposits from sweep
programs to non-affiliated banks.

The chart set forth below, Sweep Deposits and Taxable MMF Yields,
demonstrates that sweep deposits are not sensitive to decreases in interest rates. Virtually
all broker-dealer sweep programs establish interest rates by tiers based either on the value
of customer assets or the amount of customer deposits: the greater the value of assets or
the amount of deposits. the higher the interest rate. Because the interest rates offered by
various brokers are not publicly available, we have used the yield on taxable money
market funds published by the Investment Company Institute''"* as a surrogate for sweep

ol See Money Market Funds in 2013, available on the Investment Company Institute’s website.
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program interest rates. Since the highest interest rate available in most sweep
programs is typically equal to the current yield on taxable money market mutual funds,
the index may overstate the actual blended rates of the interest rate tiers.

Sweep Deposits and Taxable MMF Yields 2007-2010
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E. CD Programs: Limited Early Withdrawal

Brokered CD programs permit banks to access longer-term deposit funding that
can be withdrawn by depositors only upon the death or adjudication of incompetence of
the depositor. This limitation on early withdrawal is standard in the CD product and not
a feature that changes from issuance to issuance.

Banks offering CDs to depositors directly through their branch networks must
include early withdrawal provisions, either with or without a penalty, in order to satisfy
depositor needs for liquidity in the event the depositor needs the funds. Banks typically
have difficulty issuing longer-term CDs because of the depositors demand for liquidity,
and early withdrawal provisions contribute to the potential instability of the deposits.

Banks are able to issue longer-term CDs with limited early withdrawal provisions
utilizing brokers because brokers maintain a secondary market in CDs that permits CD
holders to liquidate their CDs at market prices without withdrawing their funds from the
bank. As discussed above, CDs are established and issued under the U.C.C. Article 8
regime that permits the “indirect holding of financial assets”. CDs are issued in $1,000
denominations and evidenced by a book-entry in the name of the fiduciary and negotiable

Taxable MMF Yields
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previously noted. Wachovia raised over $1 billion in deposits in this market during the
silent run on its uninsured deposits and unsecured liabilities.

The data was obtained from DTC and other sources.

Total Retail Brokered CDs
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Retail brokered CD issuances began declining beginning in the middle of 2009 as
a result of an overall decline in bank lending. as well as the FDIC’s “Brokered Deposit
Adjustment™ to deposit insurance premiums. Depositor demand for retail brokered CDs
remains strong, accounting for the current .25% APY on one year CDs.

VIII. Conclusion

As detailed above, the deposit run-off rates set forth in the Proposed Rule are not
supported by studies conducted in the wake of the recent financial crisis or by data that is
readily accessible by the Agencies. Furthermore, based upon responses to our FOIA
requests, the Agencies do not appear to have conducted any studies specifically for the






APPENDIX A

3 Month Brokered CD Rates (Treasury Spread)
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6 Month Brokered CD Rates (Treasury Spread)
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9 Month Brokered CD Rates (Treasury Spread)
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1 Year Brokered CD Rates (Treasury Spread)
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2 Year Brokered CD Rates (Treasury Spread)
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3 Year Brokered CD Rates (Treasury Spread)
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5 Year Brokered CD Rates (Treasury Spread)
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10 Year Brokered CD Rates (Treasury Spread)
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